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111. 	 Cost Finding Methodology. TDMHMR adjusts reported cost data in order to  ensure that allowed 
historicalcostsarereasonableandnecessaryandthatprojectedcoststakeintoaccount 
reasonable anticipations of prevailing economic conditions during the prospective rate period. 
A.Costdetermination by CostCenters.TDMHMRcombinesreportedexpensesinto t w o  

cost centers for community-based providers and five cost areas forstate-operated 
facilities. The cost centers for community-based providers vary by type of provider 
service. 
1.  	 Cost Centers for large ICF/MR V and large ICF/MR VI community-based provider 

services. 
a. 	 ResidentCareCostCenter,Theresidentcarecostcenterincludesall 

direct resident care expenses: nursingcare, durable medical equipment, 
consultant, social service, activity, training, laundry, and housekeeping 
expenses. 

b. 	 AllotherCost Center.Theallother costcentercombinesdietarycare 
cost &e., food; food service, dietary consultant services), facility costs 
(allexpensesnecessary t o  operateandmaintainthefacility);and 
administrative costs (administrative salaries, supplies, and interest on 
working capital loans). 

2. 	 CostCentersforICF/MR I ,  SmallICF/MR V, andSmallICF/MR VI provider 
services. 
a. 	 LaborCostCenter.Thelaborcostcenterincludesallstaffsalariesand 

wages for persons working at the facility regardless of the functionof 
those staff, central office salaries and wages and all consultant and 
contracted expenses. 

b. 	 All OtherCostCenter.Theallothercostcenteriscomprisedof all 
expenses not included in the labor cost center. 

3. State-operatedCostCenter. 
a. 	 ResidentCareCostCenter.Theresidentcarecostcenterincludesall 

care nursing care, durable equipment,direct expenses: medical 

consultant, social service, activity, training, laundry, and housekeeping 

expenses. 


b. 	 Dietary Care CostCenter.Thedietarycarecostcenterincludesfood, 
food service, and dietary consultant expenses. 

C. Facility Center. facility center expenses toCost The cost includes 
operate and maintain the buildings, equipment, and capital necessary 
to  provide resident care. 
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3 .  
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5 .  
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8. 


regulations. 

Direct service costs. Direct service costs include 

costs associated with personnel who provide direct 

hands-on for and
supportconsumersinclude 
personnel such as direct care workers, direct care 
workersupervisors, QMRP's, Registered Nurses, 
Licensed Vocational Nurses, and other personnel who 
provide activities of daily living training ana 
clinicalprogramservices.Reporting of direct 
servicecosts includes: costsrelatedtowage 
rates,benefits,contractsfordirectservices, 
staffinglevels,anddirectservicesupervision 
information. 
Generally Accepted Accounting Principles (GAAP) . 
Unlessotherwisespecified,reportsshould be 

consistentgenerally
prepared with accepted 

principles (GAAP) which those
accounting are 


principles approved by the American Institute of 

Accountants Internal
Public (AICPA). Revenue 

(IRS) and not
Service lawsregulations 


necessarily apply in the preparation of the cost 

report. The allowability of costs included in cost 

reports specifiedSection of
are in 1II.B. 

Attachment (ICF/MR). The methods outlined 

in the stateplan take precedence for provider cost 

reporting purposes. 

Indirect costs. Those shared costs which benefit, or 

contribute to, the operation of providing ICF/MR 

services, other business components, or the overall 

entitywithwhichtheTDMHMRhasaprovider 

agreement. must
Indirect costs be allocated, 
directlyoras a pool of costs,acrossthose 
businesscomponentssharinginthebenefits of 
those costs. 
model-based Rates. The model-based rates are the 
rates f o r  non-state operated asproviders 
determined by the processes outlined in Section 
V.B. of Attachment 4.19-D (ICF/MR). 
Person. Anindividual,partnership,corporation, 
association, governmental subdivision or agency, or 
a public o r  private organization of any character. 
Provider. Any entity with whom TDMHMR has a provider 
agreement. 
Provideragreement. Any writtenagreement that 
obligates TDMHMR to pay money to a person for goods 
or services under the TitleXIX Medical Assistance 
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9. 	 Rebase. The revision to the underlying assumptions 

which modeled are
on the rates calculated, 


revisions
staffing pay
including to ratios, 

structure, the composition of direct carestaff, or 

other cost factorsused in the formula for modeling 

the rates. 


10. 	 State-operated facility. An ICF/MR for which TDMHM-R 
is the provider. 

11. 	 non-state operated facility.An I C F / M R  that is not 
under the direct control of TDMHMR. This includes 
both private providers and providers affiliated 
with the local public mental health and mental 
retardation center. 

12. Related or individuals
Party. Twomore or 

organizations constitute related parties whenever 

they are affiliated or associated in a manner that 

entails some degree of legal control or practical 

influence of one over the other. 

Unallowable costs. Expenses that arenot reasonable 

or necessary for the provision of
I C F / M R  services. 

and Unallowable Costs 


A. 	 General principles. Allowableandunallowablecosts, 

both direct and indirect, identify expenses which are 

reasonable and necessary to provide
I C F / M R  services and 
are with and lawsconsistent federal state and 
regulations. The primary determinant of allowability is 
whether or not the cost is consistent with the criteria 
setforthin GAAP andfederalcircular OMB A-87, 
Attachment B. This circular is not comprehensive, and the 

a
to particular does
failureidentify cost not 

necessarilymeanthatthecostisanallowableor 

unallowable cost. 

Specifications for allowable and unallowable costs. The 

primary criteria of allowability is whether or not the 

cost meets the definitions as set forth in the federal 

circular OMB A-87, Attachment B. Except where specific 

exceptions are noted, the allowability of all costs is 

subject to the general principles in circularOMB A-87, 

Attachment B. The are or
followingexceptions, 
elaborations, to circular OMB A-87, Attachment B: 
1. 	 Accounting and audit fees. Except for Schedule C or 

Partnershiptaxreturnsrelated to an ICF/MR 
provider, expenses for preparation of personal tax 
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3. 	 A temporarymethod will beused t o  determinethereimbursementratesforselected 
ICF/MR community-based facilities. This method will be in effect until formally 
replaced or modified through a state plan amendment. 

a. 	 Eligiblefacilities as specified in I. B.)areasfollows: 
Community-based(1 Level I facilities; 
(2) Largecommunity-basedLevel V facilities; 

Levelfacilities;(3) Largecommunity-based VI 
(4) Smallcommunity-basedLevel V facilities; 
(5) Smallcommunity-basedLevelVIfacilities;and 
(6) Community-basedLevel Vlll facilities (ICF/MR/RC). 

b. 	 The ICF/MR/RC,Level Vl l l  reimbursementrateisintended t o  capture 
the standard costs of providing care and active treatment in a 
comparable six bed facility. Compilation of the base rate may be 
found in IV(C). 

C. For thefacilitieslisted in paragraph3.a.(l)-(6)ofthissubsection, 
reimbursement rates for calendar year 1996 will be determined by  
inflating the reimbursement rates in effect for January 1, 1995, by 
an inflation factor of 2.75%. For subsequent calendar years, rates 
will be determined as described in Section IV.A.l. and IV.A.2. 

The 2.75% inflation factor was derived by the following: 

Published rules and the Medicaid state plan identify the Implicit Price 

Deflator for Personal Consumption Expenditures (IPD-PCE) as a 

measure of  general cost inflation usedin determining rates for 

numerous Texas Medicaid services, either in conjunction with or as a 

substitute for other inflation indices. The most recent 

forecast available from Data Resources, Inc. (DRI) in October 1995 

was an average annual rate of increase of 2.3% in 1996, as 

compared to 1995. The inflation measure is referenced 

under 1II.D. on page 4 in Attachment 4.19-0 of the state plan. 


The proposed 1996 forecast of the Skilled Nursing Facility (SNF) 

Input Price Index was 3.4% for CY 1996. 


A composite index was developed based upon a 60:40 weighting of 

the IPD-PCE and HCFA SNF Input Price Index, respectively. The 

resulting inflation adjustment factor of 2.75% for CY 1996 over CY 

1995 should adequately represent the mixture of costincreases for 

medical and other professional staff, paraprofessional staff, supplies, 

equipment, and property-related items in the ICF/MR program. 
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1V.A. Continued 

The TDMHMR Board will evaluate financial and statistical information derived from 
the cost reports and determine a reimbursement rate which will reasonably 
reimburse the cost of an economic and efficient provider. 

The TDMHMR Board will determine the reimbursement rate in an open meeting. 
Representatives of providers will be advised of the recommended rates and will be 
given the opportunity topresent testimony to the Board. 

After consideration of the financial and statistical information and all public 
testimony, the Board will set rates which, in i ts opinion, will (11 be within budgetary 
constraints; (2) be adequate to  reimburse the cost of operations for an efficient and 
economic provider; and (3) be justifiable given current economic conditions. 

B. 	 Classes of ServiceandProviderType.Reimbursementrates are determined 
separately by level of care and facility size within each provider type. 

C. 	 Experimental class. definesanexperimentalclassofservice t o  beused t o  
conduct research and demonstration projects on new reimbursement methods. The 
methodology for the experimental class of service is defined for each project. The 
experimental class is not used, however, unless the Board and the Health 
Care Financing Administration (HCFA) have approved the experimental methodology. 
1. 	 ICF/MR/RC Vlll Facility Class. TDMHMRdefinescommunity-basedfacilities 

that are certified as Intermediate Care Facilities for the Mentally 
retarded/related Conditions (ICF/MR/RC) Vll l and that have no more than six 
Medicaid contracted bedsas an experimental class. 
a. 	 EffectiveMay 1, 1996,facilities in the ICF/MR/RCclassreceiveper 

diem rates based on level V small facility rates for operation of 
facilities in this class. TDMHMR staff developed rates for this class 
of providers using the level V small facility base rate because of a 
lack of cost report information about the cost of clientcare by this 
class of provider. The level V small facility rates are the most 
comparable to the services provided to this population. TDMHMR 
staff developed rates based on this base rate and add-on amounts. 
The add-on amounts target specific client characteristics that are 
known to require additional facility space, equipment, staffing 
intensity, or professional staff time. 
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Costs for additional facility space or equipment are derived from the 
median cost reported on the most recently submitted ICF/MR 
provider fiscal year cost reports. Additional staffing costs are 
estimated from the most recent ICF/MR wage and hour survey. 
Wage and hour information is collected at least annually in the 
ICF/MR provider fiscal year cost report. Wage and hour surveys, 
other than those collected in the cost report, may be used. As 
specified in Section III(D), cost from wage and hour surveys and cost 
reports are projected from the cost report or wage and hour survey 
base period to the rate period. The base rate is intended to capture 
the standard costs of providing care and active treatment in a 
comparable six bed facility. For reasons noted in (b) below, the 
base rate was comprised of the small facility ICF/MR V rate and 
estimated additional costs for augmentative communication devices . 
The devices help an individual carry on a conversation and make 
basic needs known. The devices include, but are not limited to, 
personal computers, communication boards, speech synthesizers, 
and communication software packages. The base rate and add-ons 
were developed in close consultation with clinical staff of the Texas 
Department of Mental Health and Mental Retardation and other 
professionals experienced in direct service delivery and program 
monitoring. 

b. 	 TheTDMHMRBoardrevisesICF/MR/RCratesatleastannuallybased 
on anticipated cost increases. The Board continues to  set rates for 
this class in the manner described in Section IV(C)(l)(a), because the 
array of costs vary widely in this class and the size of the data-base 
is so small that these variances skew the data. The base rate is 
sufficient to cover costs incurred by a economic and efficient 
provider and the add-ons cover the costs of serving persons who 
have more intense service needs. Cost reports of ICF/MR/RC Vlll 
providers are not included in the data base for determining rates for 
other community-based providers. 
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C. Thebaserateandadd-onrates are uniformstatewiderates.Payment 

rates vary by clients, based on their eligibility for add-ons. 
D. 	 RateDeterminationfor state-operated Facilities. TheTexasMentalHealthandMental 

. . Retardation Board determines reimbursement annually. state-operated facility ratesare 
effective May 1, 1996. Rates are facility-specific determined prospectively (with the 
inflators outlined in Section I l l  D.), cost related, and do not vary by size or lev& of 
care. 
1 .  Description o f  rate class. The state-operated facilityrateclassconsistsofall 

ICF/MR facilities that are operated by TDMHMR. 
2. 	 Determinationofstate-operatedfacilityrates. Eligible state-operatedfacilities 

are reimbursed in the following manner: 
a. 	 The rate for each facility's projected per diem cost is based on the total 

projected allowable costs for selected cost centers divided by the total 
days of service the facility delivered in the cost reporting period. 
(11 Rates for state-operated ICFs/MR are based on the most current 

available cost report. 
(2) 	 Ratesfornewlycertifiedfacilitiesthathavenotoperatedlong 

enough t o  have current available cost reports (as defined in 
section IV D 2 A(2) (b)) will be based on a pro forma model. 
The model will be derived as follows: 

A sixbedorlessstate-operatedfacility'srate will bethe 
average of all available similarly sized state-operated facilities 
per diem rates for that particular rate year. After the first 90 
days of operation, when facilities have a sufficient number of 
days of service t o  represent incurred operational costs, they 
will be required to submit three month cost reports. Per diem 
reimbursements thatare based on the costs incurredin the first 
quarterofoperation will beset within sixmonthsof each 
facility'scertification. Each facility will beoperatingonits 
historical costs within 6 months of certification as outlined in 
2a. above. 

b. 	 Since provisionismade t o  ensurethatreasonableandnecessarycosts 
doare covered, state-operated ICF/MR facilities notqualifyfor 


additionalsupplementalreimbursementforindividualswhose needs 

require a significantly greater than normal amount of care. 


C. 	 Cost reports from facilities in thisclass will not be included in the cost 
arrays that are used to  determine reimbursement rates for otherclasses 
of providers. 
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returns, and productionand/ordistribution of . 
annual reports for stockholders or investors are 
notallowable.Expensesforthepreparation of 
audit/management reportsfor use bymanagement 
staff or board members in directing or managing 
provider operations are allowable. 
Legal expenses. Legal retainers are not allowable 
in and of themselves. Legal costs associated with 
the provision of ICF/MR services are allowable. 
Legal costs associated with litigation between the 
provider and a governmental entity areunallowable. 
Legal costs associated with any other unallowable 
cost are also unallowable. 
Depreciation and use allowances/equipment and other 
capitalexpenditures. Purchases of equipment with 
an asset value at, or more than, $2,500 and an 
estimated useful life of more than oneyear must be 
depreciated or amortized, using the straight line 
method.Indeterminingwhether to expenseor 
depreciate a purchased item,an ICF/MR provider may 
expense any single item costingless than $2,500 or 

a
havinguseful lifeofoneyear or less. 

Depreciation
and expenses
amortization for 

unallowable assets andcosts are also unallowable, 

including amounts in excess of those resulting from 

the method, lease
straight line capitalized 
expenses in excess of actual lease payments, and 
goodwill or any excess above the actual value of 
physical assets at the time of purchase. 
Tax expense and credits .  Income taxes (federal, 
stateandlocal)arenotallowable.Taxesin 
connectionwith refinancing, or
financing, 

refunding operations, such as taxes on the issuance 

of bonds, property transfers, issuance or transfer 

of stocksasataxexpenseareunallowable. 

Expenses based on tax fines or tax penalties, and 

any associated interest, are not allowable. 

Grants, g i f t s ,  andincomefrom the endowmentsand 
operatingrevenue. 
(a) Grants and contracts from federal government 


such as transportation grants, United States 

Department of Agriculturegrants,education 

grants, Housing and Urban Development grants, 

and Community Service Block grants, should
be 

offset, prior to reporting on the cost report, 

against the particular cost or group of costs 
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F. 	 Expensesincurred by anICF-MR facility in thedocumentation of dental services are 
reimbursed in the facility's vendor payment. The ICF-MR dental service component is 
reimbursed under the provisions of 4.19-B. 

TN No. 
ApprovalSupersedes Date Effective Date  

TN No. new 
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G .  	 Effective July1, 1990, any reference to privateprovider" in the 
Reimbursement Methodology for Intermediate Care Facilitiesfor the 

Mentally Retarded (ICFs-MR) section of the Planshould beread as 

"community-based provider. 
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